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| | VARIATIONS IN DRUG STORE RENTALS 


throughout the United States. The study was made to analyze variations 

in rentals paid by chain stores and independent operators downtown and 
in outlying areas. Not only were we interested in the percentage rental, or the 
contract rent, but also in finding the variations in rentals between large and 
small stores. 


C) UR firm recently completed a study of the rentals paid in drug stores 


In making this study we divided drug stores into two groups - the apothecary 
and the typical departmentalized drug store of today. With but few exceptions, the 
apothecary shops located in or near medical buildings paid premium rentals. 
These shops are all small, ranging in size from 1, 000 to 3, 500 square feet. Their 
leases are generally for either 5 or 10 years, with the lessor furnishing the heat- 
ing, exterior maintenance, and paying taxes and insurance. The volume of busi- 
ness varied considerably. The majority, however, ranged from $50 to $75 per 
square foot per year. The apothecaries in the downtown buildings catering to the 
medical profession paid higher percentage rentals, as well as actual rentals, be- 
cause of their higher volume of business. The average annual minimum rental 
was $2.50 per square foot of gross floor area while the percentage rentals varied 
from 5% to 12%. The application of percentage rentals to the annual sales volume 
resulted in an actual rental of $3.00 per square foot - 20% higher than the mini- 
mum. Pharmacies located in large medical buildings, or centers, pay additional 
premium for the captive trade they enjoy. 


We would like to emphasize the fact that all charts in this bulletin, though 
based on a large number of samples, do not necessarily represent the majority 
of the individual cases considered. In arriving at these curves all of the data were 
classified and individually plotted. The individual cases varied considerably, and 
the author, because of the wide scattering in some instances, was forced to inter- 
polate rather broadly. These charts should be used with a great deal of caution, 
constantly remembering that the locations of some of the cases studied were excel- 
lent while others were poor. Some of the buildings were old, some new; in some 
cases the lessors furnished more services than in others. 


In analyzing rentals, leasing agents must bear in mind nonsales space. In all 
of our studies of retail operations we found that the larger type stores in the down- 
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town district included a relatively high percentage of basement space, while the 
stores in shopping centers had a smaller amount of nonsales space. Because of 
this fact, sales data are often misrepresented. It is necessary to bear in mind 
that as the ratio of sales space to gross floor area increases so must the minimum 
rent. 


The chart below shows variations in the minimum annual rentals per square 
foot of gross floor area by sales area in drug stores by type of store operation. 
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An examination of the above chart reveals that the independent drug stores in 
outlying districts as well as downtown are generally small. The smaller the store 
the higher the minimum rentals because of a greater percentage of space being 
used for the sale of drug items, which results in higher profits. Furthermore, 
the lessor generally furnishes considerably more services to the small stores than 
to the large superstores. The chart also shows that the outlying chain stores far 
exceed the size of any other drug stores. We would like to point out that the num- 
ber of independent neighborhood drug stores has been steadily decreasing. They 
are following the same trend that was experienced by the independently owned 
neighborhood grocery stores. 


It is interesting to note that over 90% of the drug stores had sufficient income 
to justify a rental in excess of the minimum rental. Actual rentals collected 
varied from $1.00 per square foot to over $4.70 per square foot. The chart at 
the top of page 445 shows the variation in the actual percentage rental collected 
in relation to the sales area. 


It will be noted that the downtown chain stores pay the highest percentage 
rental for stores of comparable size. This is primarily due to the fact that the 
downtown chain stores generally have prime locations while the independent 
































pe 

















The small 




















jeesesseses 


2) 

















CHAIN 
Ps 





OUTLYIN 

















WILYING 


CHAIN 


r 





6, 000 


+44 
tT} 


re 





- 
aaa 








thee 
seee 











7, 000 


+ 





oe 








> 








eee eenee 





000 


SQUARE FEET- SALES AREA 





RENTS PAID BY SALES AREA 


6 





6, 





o4ee 


+44 
+44 see peees 











VARIATIONS IN ACTUAL ANNUAL 


VARIATIONS IN ACTUAL PERCENTAGE 
SQUARE FOOT RENTALS OF GROS 








+e eeeeee 





It is interesting to note that as the sales 


ases, the actual rent collected decreases at a rather rapid rate until 


5, 000 


+++ ; 
terete eee 
++44444 


5, 000 





eee Seeet 








4, 


SQUARE FEET — SALES AREA 


4, 000 


+++ 





+4444 ; 
oes Saaat 





+++ 
000 
3, 000 


yt 








TT 





IUTLYING 
, 


INDEPENDENT 
++4e 


+? 





tee 














+++ 
tote 


bo eretece 





hart below shows variations in the actual rental collected per square 


, 
ana aanni 
+444 














” 


a 
os 
vo 
Cc 
-_ 
CS 
o 
_ 
-m 


© 3.00 
ox 
v) 


= 
eo 
a 
| 
2 
ov 
— 
ws 
Q 
> 
2 
a 
ev 
_ 
tj 
— 
8 
a 
+) 
m 
© 
OO bh 
o ~ 
2 
m 2 


TWIN38 LN3D83d TYNLDV SYWTIO 


” 
%) 


IVNOS 


' 
- 
Qa 
oa 
- 
a 
> 
ou) 
<= 
- 
a 
Qn 
s 
a 
2 
3 
c 
Lj 
= 
rou) 
3 
i= 
na 
oO 
- 
- 
jo%) 
a 
oa 
<= 
oD 
-«_ 
<= 
oa 
> 
— 
_ 
3 
o 
i] 
Q 
so) 
— 
o 
ee 
a 
ee 
i= 
= 
Tc 
c 
2 
3 


a 
c 
° 
ml 
—- 
3 
3) 
o 
— 
> 
3 
= 
° 
S) 
@ 
n 
§ 
> 
— 
cml 
os 
3 
n 
3 
® 
Pw 
ro) 
—— 
Ss) 
—_— 
be 
— 
D 
— 
cs 
=) 
3 
Ss ‘ 
E29 
ee 
o 
<a i 
is 
z be 
~ss = 
= a. 
no > 
® —) 
beg ~ 
D = 


c 




















the downtown stores and the outlying chain stores reach a size of about 5, 000 
square feet of sales area. 


A very debatable point in the past has been whether the store that has been 
enjoying a high volume of business on a per square foot basis should pay a higher 
percentage rental or a lower rental. Some persons contended that the high sales 
volume was due to the location while others credited management. It was com- 
monly believed that chain stores did a high volume of business because of their 
advertising and merchandising policies while others contended that they got the 
high volume because they selected the prime locations. The chart below shows 
variations in the actual percentage rent paid in relation to the sales volume per 
square foot of sales area. As the unit sales increase the actual percentage rent 
decreases. It will be noted that the outlying chain stores enjoy more favorable 
rental terms. This is primarily the result of the fact that chain stores are ina 
better position to bargain than independents. They are more familiar with rental 
terms concluded on a great number of leases. Furthermore, they realize that 
in the outlying sections, particularly in new shopping centers, the lessors must 
have a high percentage of leases with national chains in order to secure favorable 
financing terms. In the downtown district the chain stores are not in as favorable 
a position. They must fight for the prime locations, which are limited. 
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SALES PER SQUARE FOOT OF SALES AREA 


In conclusion it should be pointed out that the above study is based on cases in 
cities of over 100,000 population. The percentage rentals would probably be 3% 
less in cities ranging in size from 20,000 to 50, 000 and 1% less in cities less than 
20,000 population. Annual square foot rentals accordingly would be smaller. - 


WILLIAM J. RANDALL, M.A.I. 














